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KEY ECONOMIC INDICATORS: SWEDEN 


All values converted to million U.S. dollars and rounded. 
SEK exchange rates per U.S. $1.00: 1979 - 4.28; 1980 - 4.22;1981 - 4.50 


GDP BY COMPONENTS 1980 1979 1980 1981* 
Value Percentage Change in 
Volume or as Stated 


Private Consumption 63,700 
Total Public Consumption 36,540 
of which: Central Government 11,180 
Gross Investment 23,900 
Inventory Formation as % of GDP 

Exports incl. services 

Imports incl. services 

GDP at Current Prices 

GDP at Constant 1975 Prices 
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MEMORANDUM ITEMS (annual averages except as 


Industrial Production Index 
Disposable Income at Current Prices 
Average Hourly Earnings 
Labor Force (in Thousands) 
Average Unemployment (Rate) 
Central Bank Discount (Rate) Year-End and 
Latest 
Yield on Industrial Bonds 
Producer Price Index (1968=100) 
Consumer Price Index (1949=100) TiS ce 


TRADE AND BALANCE OF PAYMENTS Value 


Exports of Goods 27,600 31,000 + 1.7 
(U.S. Share) (5.9%) 5.4%) N/A 
Imports of Goods 28,700 33,800 * £6 
(U.S. Share) (7.3%) (7.3%)** N/A 
Balance of Trade -1,100 -2,7/700 -2,200 
Balance on Current Account -2,600 -4,900 -4,900 
Balance on Capital Account +2,000 +5,400 N/A 

N/A 


Gold & Foreign Exchange Reserves, Year-End 3,600 3,600 


Main imports from U.S. (1979): Machinery, appliances, and tele- 
communications equipment, 798; chemicals, pharmaceuticals, and plastic 
materials, 260; foods, beverages, and tobacco, 150; instruments and 
optical goods, 140; motor vehicles and other means of conyeyance, 164; 
metallic ores and metal scrap, 81; coal and coke, 49. 


Sources: Ministry of Economic Affairs and of the Budget, Central 
Bank of Sweden, Central Bureau of Statistics, Economic Research 
Institute, and Labor Market Board. 


* Official forecasts of late February 1981 and estimated exchange rate. 
** January-September (latest data). 





I. SUMMARY 


Forecasts for Sweden's overall economy are considerably darker 

than those at the beginning of 1980. Production now appears to 

be barely holding its own in real terms; export growth is sluggish; 
capital has been flowing out of the country; both unemployment 

and inflation are on the rise; the budget deficit is burgeoning 
despite the Coalition Government's austerity measures; and the 
Government is borrowing abroad on an unprecedented scale. The year 
ahead is bound to see most of these trends grow worse before they 
grow better, and even with the austerity measures recently effected 
and those now in the works, it will probably be after 1981 that the 
trends bottom out. 


But along with these trends there are some encouraging developments. 
The political constraints on the Coalition's scope for remedial 
actions are easing, as the realization is plainly taking hold among 
the public and the press that the economy's problems are real and 
that continued belt-tightening is inescapable. Also easing the 
tasks for policy-makers has been the moderate size of the wage 
increases agreed upon already in the national collective bargaining 
for CY 1981, and the comparable moderation now expected in the 
settlements with the white-collar and public-sector unions which 
are still negotiating. Moreover, labor and management have agreed 
that all the wage contracts are to cover not only 1981 but also 
1982, thus eliminating the possibility of contentious wage negotia- 
tions next year. Perhaps most importantly, the restoration of 
harmony and moderation in this year's collective bargaining has 
allayed fears that the conflicts which erupted in May 1980 signaled 
the beginning of the end of Sweden's traditional labor-management 
amicability;hopes are reviving that this underpinning of the 
"Swedish Model" will once again carry Sweden over the past the 
bumps and downturns on the road to higher levels of economic 
accomplishment. 


The current bumpy downturn is compelling many Swedish customers 

for imported products to put the brakes on their purchases, but 
imports over-all are expected to rise by 5.5 percent in nominal value. 
The U.S. share of the market seems likely to hold its own or even 
to grow a bit this year despite the recent marked weakening of 

the Swedish krona against the U.S. dollar. Swedish firms are 
generally giving high priority to improving productivity, so that 
opportunities are growing for U.S. sales of business equipment, 
data processing, sophisticated process controls and production 
automation equipment. U.S. consumer goods generally made inroads 
into the Swedish market during the recent years of favorable price- 
competitiveness, and the footholds they have gained do not seem 
likely to be dislodged by the now less helpful krona-dollar ex- 
change rate. 





2. PRODUCTION 


The real growth rate of Sweden's GDP decelerated in 1980 to 2.2 
percent. A 10-day general lockout and strike in May--the first 
widespread labor conflict in Sweden in over 70 years--pro- 
bably reduced the year's total output by as much as 1-1/2 percent. 
Latest figures for 1980 indicate a total GDP of $123 billion. An 
increase of no more than 0.4 percent is anticipated for 1981, re- 
presenting steeper deceleration. With inventories already overly 
high and orders decreasing both abroad and at home, the trend seems 
irreversible during at least the first three quarters of the year. 


Among the industries that fared better than the average were some 
in the important engineering sector. Sweden's high level of 
technological development thus continued to serve it in good stead, 
especially in international competition for major orders. 


Improved--but still very slow--progress is being made toward trim- 
ming and rationalizing the major industries that have been receiving 
massive allocations out of the national budget: 


--The Coalition Government's one-vote margin in the Parliament 
proved just enough to win passage for most its program to trim 
and rationalize the nation's shipyards. 


--Swedish Steel Ltd. (SSAB) closed down some unprofitable facili- 
ties in 1980, and consequently is being obliged to return to the 
Government a portion of the large amount of loans extended to it 
for that year. For 1981 the Government is asking Parliament to 
approve a lower (but still high) level of loans and subsidies to 
SSAB. 


--The Coalition decided, on the other hand (or other face, critics 
charge, noting that the Prime Minister's party has an important 
political stake in the region most affected), to step up assistance 
to the large forest-industries conglomerate NCB to stave off 
bankruptcy; nonetheless, the company will be closing down four of 
its unprofitable plants this year, at the demand of private 
creditors. 


The need for further structural readjustment of Sweden's industrial 
base remains a prime long-term problem for the Government's policy- 
makers. 


3. FOREIGN TRADE 


Exports of goods in 1980 came to SEK 131.3 billion ($3.1 billion), 
an 11.1 percent increase in current prices over sales in 1979, but 
in volume terms a 2.8 percent decline. The only major exporting 
industries that fared notably better than most were those in the 
forestry-products sector, which over-all scored a 2.5 percent volume 
gain. The decline was for the most part attributable to the 
Sluggishness of the European markets, which are the major ones for 
Swedish products. 





The 10-day labor conflict in May and a port strike which lasted 
longer did not in themselves have much apparent effect on ex- 

ports for the year as a whole. However, the settlement of the 
conflict increased wages and other costs to an extent that 
considerably hampered the price-competitiveness of many of Sweden's 
exports. 


While European markets are expected to remain rather stagnant in 
1981, Swedish wage increases this year will be relatively moderate 
(see 10, below), and the Government forecasts that exports this 
year will increase by 7.8 percent in current prices, or 1.7 percent 
volume, to SEK 141.5 billion ($31.4 billion). Forestry products 

and engineering products are expected to be the pace-setters again. 


Imports were also not permanently affected by the May labor con- 
flict. They amounted in 1980 to SEK 142.8 billion ($33.8 billion), 
a rise of 16.2 percent at current prices over the previous year, 

or by 0.3 percent in volume. As in the preceding year, the 
components that most contributed to the increase in import payments 
were the prices of crude oil and petroleum products. 


The official forecast for 1981's imports is SEK 150.6 billion 
($33.5 billion), an increase of 5.5 percent in current prices but 

a real decline by 2.1 percent. This is predicated on the question- 
able assumption that there will be no increase in oil prices. The 
Government recently submitted to Parliament a national energy 

plan envisaging a sharp reduction of oil imports during the 1980's, 
to be offset by increased coal imports. 


The trade deficit in 1980 was SEK 11.5 billion ($2.7 billion), 
which was more than double the SEK 4.8 billion ($1.1 billion) de- 
ficit registered in 1979. The deficit would narrow in 1981 to 
SEK 9 billion ($2.2 billion) if the Government's forecasts prove 
to be on the mark. 


4. BALANCE OF PAYMENTS 


Along with the trade deficit, there were deficits in virtually 

all other current accounts, the sole exception being a net inflow 
of shipping earnings. The over-all current-account deficit is 
expected to grow somewhat in CY 1981, to at least SEK 22.1 billion 
(about $5 billion). 


The capital account was in surplus in 1980 thanks only to unprece- 
dented large-scale official borrowings from abroad, totaling 

SEK 22.2 billion ($5.3 billion). These have so far not signifi- 
cantly harmed Sweden's creditworthiness, because the country's 
total of outstanding debts was exceptionally low as a percentage 
of GDP when the Coalition began to resort to heavy borrowing soon 
after it won the national elections in late 1979, and even with 
the increase since then the ratio is still below that in many 
western industrialized countries. But the loans from abroad are 
worrisome for Sweden because they are mainly for consumption needs 
rather than for investment. The loans are headed for a new record 
total in 1981. 





In the first weeks of 1981, Sweden's net outflow of foreign 
exchange swelled enormously, reflecting expectations of a 
substantial devaluation of the krona. But following the Central 
Bank's sharp raising of the discount rate and other counter- 
measures effected January 21 (see Section 8, below), the unex- 
pectedly prompt and moderate settlement of the 1981 wage negotia- 
tions for blue-collar workers on February 3 (Section 10) and, 
within hours of that, the Government's announcement of an 
"economic action" program (Section 5), the currency outflow de- 
creased dramatically. Nonetheless, there remains a persistent 
net outflow. 


5. PUBLIC SECTOR: THE NATIONAL BUDGET 


The Central Government's budget deficit in FY 1981/82 (starting 
this July 1) will be by far the largest in Sweden's history--SEK 
63 billion (roughly $14 billion), SEK 9 billion more than what 
is expected for the current fiscal year. 


This trend is attributable not so much to unbridled expenditures 

as to lagging revenues. Budgeted expenditures in fact are 

virtually no greater for the year ahead than for the current 

fiscal year. The Coalition Government in late 1980 won Parliament's 
approval--by just the one-vote margin held by the Coalition--for 

a package of budget cuts starting in 1981. In February, it 
announced a second austerity package as part of an "economic action" 
program which is soon to be debated in Parliament. 


Revenues are projected to decline in 1981/82, in real terms, from 

the current year's total. The essential problem of the Swedish 
national budget can be said to be that expenditures tend to re- 

flect the trend of inflation, which is growing persistently and at 
present strongly, while revenues tend to reflect the trend of the 

GDP, which is barely growing at all. The imbalance is compounded 

by various automatic mechanisms built into the fiscal system: 

pensions and some other expenditure items are indexed to rise in 

pace with the rate of inflation, while income taxes are indexed so 
that these major revenues rise more slowly than the rate of inflation. 


To get the economy moving again, the Coalition's abovementioned 
"economic action" program includes a proposal for a stimulatory cut 
in income taxes (a lowering of the marginal rate for most taxpayers 
from a range of 50 percent to 75 percent to a maximum of 50 percent). 
This would initially reduce revenues substantially, but would revive 
business activity to such an extent, according to the Coalition, as 
to generate an appreciable net increase in revenues quite promptly. 
This proposal faces some vehement opposition in the Parliament. 


For the longer run, the Coalition is continuing its efforts to pare 
down the heavy outlays for aid to ailing industries (see 2, above), 
and it has asserted that by mid-1982 it will announce another package 
of belt-tightening measures. As the next national elections are 
scheduled for September 1982, that package is expected to call for 
less than drastic measures. 





6. CONSUMPTION 


Public-sector consumption is officially forecast at SEK 168.7 
billion ($37.5 billion) in 1981, a real increase of 2.1 

percent over 1980 (the 1980 rate was 2.9 percent). The growth 

is entirely in expenditures by local governments, which in 

Sweden account for more than two-thirds of spending by the public 
sector (which is the largest public sector among all the developed 
countries of the world, in terms of the size of its annual ex- 
penditure and revenue as percentages of GDP). The Central 
Government's budgeted outlays for consumption in FY 1981/82 are 
no greater, in real terms, than the total for the preceding year, 
while the local governments' aggregate consumption of goods and 
services is slated to rise by some 3 percent despite the virtual 
absence of real growth of GDP. 


By law, each local government is obliged to avoid a deficit in 

its budget, and in practice that is accomplished mainly by obtain- 
ing grants and loans from the Central Government and by hiking 
local taxes (which for most Swedish taxpayers are a much heavier 
burden than is the national income tax). The Coalition has de- 
clared that one of its highest priorities is to devise ways and 
means to compel the local governments to curb their spending. 

It is threatening to reduce and/or postpone its grants and loans 
to them, and perhaps even to seek a constitutional amendment that 
would limit their ability to increase local taxes. But the 
political obstacles are formidable, and to a large extent the needs 
being served by local programs are basic. 


Private-sector consumption grew in real terms in 1980 by merely 
0.3 percent over the previous year to SEK 268.9 billion (about 

$64 billion), and is expected to decline in 1981 by 0.5 percent. 
Real disposable income is expected to drop by some 1.5 percent 
over-all this year, mainly due to a drop of about 3 percent in the 
purchasing power of wage-earners. An exception to this trend is 

a projected increase of about 3 percent in the disposable income 
of retired persons, whose pensions are indexed against inflation. 


The over-all trend is reflected in the fact that in 1980 the 
registrations of new cars fell by 12 percent to the lowest figure 
since 1971. Sales of many other major consumer goods have also 
been notably depressed. 


7. INVESTMENT 


Total gross investment, which amounted to SEK 99.9 billion (23.9 
billion) in 1980, is expected to decline in real terms in 1981 
by 0.4 percent, although investment outlays in the public enter- 
prises of the Central Government and in the private industrial 
sector are each expected to grow slightly in real terms. 


Public-sector investment expenditures (excluding housing projects) 
are budgeted to rise slightly, to SEK 39.8 billion ($8.8 billion), 
but all the growth is to be in the Central Government's minority 
portion, which is slated to rise in volume by 1.8 percent. The 
portion representing local governments' outlays for investment is 


to be no larger in 1981 than in 1980. 





Private-sector investments (excluding those for housing) are 
forecast at SEK 43.6 billion (about $9.7 billion), a 0.6 
percent drop from the 1980 level. The main decreases will be 

in construction (-2 percent) and trade (-0.6 percent). Private 
industries are expected in total to increase their investment 
spending by 2.8 percent to SEK 16.5 billion ($3.7 billion), but 
that relatively good showing is by any absolute standard far 
below what is needed to ensure substantial growth of production, 
exports and employment. 


As many Swedish companies have been investing more heavily out- 
side Sweden than at home, the major confederation of labor unions, 
LO, has resumed efforts toward the establishment of "wage-earner 
funds" which would skim off a portion of the profits of firms 
employing more than a few workers, and would be under control of 
labor -management bodies (with labor's share gradually increasing 
and eventually becoming dominant) for use in domestic investment. 
The LO has obtained formal endorsement from the Social Democratic 
Party for a revised version of the controversial "Meidner Plan," 
and this is expected to be a major issue in the national elections 
scheduled for September 1982. Each of the Coalition's parties 
have formulated or are working on counterproposals, which 
generally call for U.S.-style profit-sharing arrangements in 
which shares are held by individual workers rather than by unions. 


Housing investments (both public- and private-sector) are fore- 
cast at SEK 26 billion ($5.8 billion) in 1981, a 2 percent decline 
from last year. Part of the problem in this sector is a shortage 
of building workers in Stockholm and some other cities where 

the needs are greatest. 


8. FINANCE 


By the start of 1981, a number of prominent economists and indus- 
trialists were publicly calling for a substantial devaluation of 
the Swedish krona. Expectations of a devaluation were reflected 
in a massive increase in the net outflow of foreign exchange, 
mainly in a slowdown in remittances from abroad. To stem the 
tide, the Central Bank on January 21 effected credit measures 
including an increase in the rediscount rate by fully two points 
to a record-high12 percent; tightening of restraints on banks' 
borrowing and lending; and an increase in the interest rate on 
certain bonds. 


These measures proved effective, and the net outflow of foreign 
exchange has returned to normal levels. The measures are also 
helping the balance of payments by tending to restrain imports. 
But they are tending, too, to spur inflation (see next, below), 
dampen investment and other business activities, restrain the 
Government's tax revenues, increase the Government's expenditures 
and thus widen the budget deficit. 


Government leaders publicly declared in January and February that 
they are not contemplating devaluation of the krona, but rather 
will continue to try to stave that off by selective credit re- 
straints, if and as necessary, and by the abovementioned proposed 
budget cuts and stimulatory tax cuts. 





Meanwhile, the krona has been strengthening very markedly against 
virtually all major currencies except the resurgent U.S. dollar. 
Since the bulk of Sweden's trade (both imports and exports) is 
with other European countries, the strengthening of the krona 
against those countries' currencies is exerting new pressure for 
exchange-rate adjustment. 


9. INFLATION 


The average level of the consumer price index in 1980 was 13.7 
percent higher than that of 1979, an acceleration from the 7.0 
percent rise in 1979 over 1978. 


Measured from end-year to end-year, the acceleration was from 9.8 
percent in 1979 to 14.3 percent in 1980. This was the highest 
figure since the Korean-War boom in the early 1950's. The 

speed-up was largely due to increases in indirect taxes, which 
accounted for no less than 5.4 points of the 14.3 percent gain 

(the value added tax, applied on almost all merchandise and 
services, was boosted in 1980 to 23.46 percent--reportedly the highest 
figure in the world--and also boosted were taxes on tobacco products 
and alcoholic beverages). Also contributing strongly to the gain 
were the prices of foodstuffs (3.5 points), housing (2), energy 
(1.6, mostly representing imported oil) and household furnishings 


(1.5). 


The latest official projection is that the annual average consumer 
price index (CPI) will rise by 12 percent from 1980 to 1981, or by 

9 percent from end-1980 to end-1981. The slight slow-down from 
the 1980 pace is predicated mainly on the questionable assumption 
that there will be no further increases in indirect taxes. It is 
also assumed, also questionably, that there will be no increases 

in the prices of imported oil in 1981, although increases in 
domestic energy prices are expected to generate nearly one point 

of the over-all 9 percent rise in prices. Food prices are expected 
to be the main generators, as the subsidies on them are being 
lowered. For the reasons detailed below, the Government is 
committed to trying to hold inflation to the growth rate officially 
forecast. 


10. LABOR-MANAGEMENT RELATIONS 


In the wake of the extraordinary nationwide strikes and lockouts in 
May 1980, there were widespread concerns that Sweden's tradition 

of labor-management amicability was ending. But the following 
annual round of national collective bargaining has been proceeding 
encouragingly. Prompt agreement has been reached on wage increases 
for private-sector blue-collar workers. The contract covers 1982 
as well as 1981, thus eliminating the possibility of contentious 
wage negotiations next year. The wage increases are moderate by any 
standard, and this settlement is likely to be emulated in those 

yet to come. The negotiations of the latter, for private-sector 
white-collar workers and for public-sector employees, have been 
less harmonious than the former, but are expected to terminate 
without strikes or lockouts. 
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The blue-collar settlement calls for a 3.6 percent wage increase 

in 1982, and additional increases if the consumer price index-- 
excluding prices for energy--rises more than 8.9 percent in 1981, 
or more than 6.5 percent in 1982, from the level at the end of 

the preceding year. If the trigger point is exceeded in any 

month, each worker is to receive a wage augment for that month, 

in the form of a flat sum which will be the same for all recipients. 
If the trigger is exceeded for the year as a whole, each worker's 
wage is to be increased during the ensuing year by a percentage 
equivalent to 65 percent of the excess in the inflation rate. 


As indicated in section 9, above, the official forecast for 1981 
is that the CPI excluding energy prices will rise by about 8.1 
percent, but the assumptions underlying that forecast may prove 
overly optimistic. Even if adjustments for inflation are not 
triggered, the above-cited 3.5 percent wage increase is tantamount 
to an actual over-all increase by roughly 10 percent in wage costs, 
because of concomitant increases in fringe benefits, and because 
of “wage drift", i.e., additional wage increases granted by 
individual employers, mainly to their skilled workers. 


Unemployment in Sweden is expected to rise in 1981 to the highest 
percentage rate since World War II, although by international 
standards the anticipated figure would still be relatively low-- 
perhaps 3.5 percent of the work force, or about 160,000 unemployed. 
The traditionally low rate of unemployment in Sweden is in part 
attributable to the relatively large scale of the Government's 
relief works and job-training to workers who thus are not tallied 
as unemployed. In 1981, there will be over 100,000 receiving 
these benefits, so that in total there could be as many as 260,000 
workers not engaged in production, or 5.7 percent of the labor 
force. 


II, IMPLICATIONS FOR UNITED STATES TRADE AND INVESTMENT 


Swedish imports from the United States have been continuing to 
increase at a more rapid rate than imports as a whole (a fact which 
is somewhat obscured in the data on market shares, because of 
quantum rises in petroleum prices). 


The generally unhappy state of the Swedish economy is making it 
more imperative than ever for Swedish industry to rationalize to 
the utmost in order to compensate for its high labor costs. 
Whatever industrial investments are made may be expected to be for 
the purpose of improving productivity, and that is good news for 
American manufacturers in such fields as electronic data processing, 
advanced business equipment, sophisticated proagess controls, 
production automation equipment in general. While Swedish industry 
is itself a world leader in certain niches in the area of pro- 
duction rationalization--industrial robots, for example--Swedish 
business still looks to the United States for much state-of-the- 
art technology. Thus, U.S. exports of business equipment and sys- 
tems to Sweden, estimated at $15 million in 1979, are expected to 
increase by an average annual rate of 10 percent through 1985 as 





Swedish government and private enterprises strive to streamline 
Operations and trim paperwork. Word-processing equipment is 
forecast to attain a 30 percent to 40 percent annual growth rate 
over the next 5 years, and a similar trend is expected for 
such equipment as facsimile terminals, input/output terminals, 
minicomputers, and small business systems. The market for 
industrial process controls is expected to grow by 4 percent over 
the next 5 years to reach a level of some $104 million in 
1983. 


U.S. consumer goods generally made inroads into the Swedish market 
during the recent years of favorable price-competitiveness, but 
recent exchange-rate developments may reduce Swedish importers’ 
enthusiasm for the United States as a source of supply. Nevertheless, 
it is perhaps a significant and hopeful sign that Sweden's largest 
retail chain is still going forward confidently with plans for 

a major promotion of U.S. consumer goods, particularly leisure 
apparel and made-up household textile products, which will run from 
April through October of this year. That merchandiser believes 

the increasing congruence of Swedish and American life-styles gives 
the United States an intangible competitive advantage in many areas 
that will counteract, to some degree, the anticipated decline in 
real consumer purchasing power and the negative effects of a 
strengthened dollar. 


Although many municipalities and regions are actively attempting to 


attract foreign investment, there is little evidence of interest 
from the U.S. side. The consensus among American firms already 
established in Sweden is that the climate for investment in 
marketing operations is favorable but significantly less so for 
investment in manufacturing. Conversely, there is fast-growing 
interest on the part of Swedish firms in investment in the United 
States. 
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